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Oceanex, recognized as North America’s 
Newfoundland and Labrador connection, 
has recently completed its second year 
as an Income Fund. 


Oceanex’s history dates back many 
decades as a key provider of cargo 
transportation service to and from the 
mainland. Oceanex has played an active 
role in the economic development of 
Newfoundland and Labrador over the 
years and as such we consider that we 
are “partners in progress.” 


Entering the new millennium at a time 
when this province’ economy is expected 
to lead Canada in economic growth is 
excellent positioning for both partners 
to benefit from new opportunities and 
continue to develop their relationship. 
Developing new opportunities for 
revenue growth is imperative. In order 
to do so we will apply innovative 
solutions to market challenges and 
customer needs. 
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Report to Unitholders 


Peter Henrico 
President & CEO 
Oceanex (1997) Inc. 


Oceanex: 

Innovative solutions 
to market challenges 
and customer needs. 


1999 Overview 


We are pleased to report these excellent results 
of Oceanex Income Fund for the year ended 
December 31, 1999. 


During the year, we generated revenues of 
$81,948,000 reflecting an increase of 4.1% over 
last year's level of $78,742,000 and consolidated 
net income of $8,573,000, an increase of 4.3% 
(1998: $8,222 000). Income before amortization, 
investment income from ship replacement fund 
and income taxes reached $12,535,000 for the 
year, slightly less than last year’s level of 
$12,628,000. This variance is mainly attributable 
to non-forecasted expenses incurred due to the 
chartering of a replacement vessel and other 
related costs. 


Cash distributions to unitholders for the year 
totalled $9,810,000 or $112.44 per 100 trust 
units. For twenty-four consecutive months since 
the IPO, Oceanex has made distributions to 
unitholders in accordance with the prospectus. 


The ship replacement fund was increased by 
$7,800,000 on January 6, 1999 upon receipt of 
the second installment from unitholders. 
Consequently, as of December 31, 1999, it 
amounted to a fully invested fund with a market 
value of $20,724,000 to be used to upgrade and 
eventually replace our current vessels. 


Two of our three vessels underwent successful 
dry-dockings in 1999 and as a result our ships 
are in excellent operating condition. These dry- 
dockings necessitated schedule realignments as 
well as the chartering of a replacement vessel. 
This allowed us to continue to offer reliable and 
timely transportation and distribution services 
to our customers, enabling the company to 
complete 146 trips between Montreal, Halifax 


and Newfoundland. This compares favourably 
with 1998 when we completed a total of 144 
voyages between corresponding ports. Our 
reliability and efficient door-to-door service 
enabled us to improve volumes. 


Container and trailer freight volumes to and 
from Newfoundland in 1999 totalled 63,432 
TEUs (twenty-foot equivalent units) representing 
an increase of 3.8% over 1998. During 1999 
our traditional carryings to Newfoundland 
increased by 1,294 TEU’s, whereas traffic 
from Newfoundland rose by 1,007 TEUs. 
Automobile shipments totalled 19,232, an 
increase of 15.5% over last year. 


Traffic from Newfoundland to Atlantic and 
Central Canada continues to show encouraging 
signs of growth. This sector now represents 
an increasing share of our total volume. In the 
past, traffic between the mainland and 
Newfoundland was limited to one-way volume. 
This implied a very high ratio of empty containers 
and trailers being sent back to their respective 
origins in Atlantic and/or Central Canada. 
However, over the last several years we have 
benefited from significant growth of cargo from 
Newfoundland. In 1999, we generated over 
10,000 TEUS of westbound volume accounting 
for 16% of our total volume. Major commodities 
transported from Newfoundland include 
newsprint, shellfish and wallboard. 


The Oceanex LTL division continued to show 
impressive gains in tonnage during the year 
reflecting a growth of 13% over last year. 
Revenues generated from this sector represented 
about 10% of our total revenues in 1999 versus 
8% in 1998. 


We have now completed the second year of our 
five-year equipment replacement program. By 
mid-year we had taken delivery of 110 new 
forty-foot containers. We also took delivery of 
one yard tractor, two fork lifts and a 
reach stacker for our St. John’s terminal; this 
equipment represents state-of-the-art technology. 
A reach stacker combines the normal lift abilities 
of a top lift with the reaching capabilities of a 
crane. As a result it provides greater flexibility, 
manoeuvrability and enables us to optimize 
space utilization when added to our existing 
top lifts. 


Outlook for 2000 

Oceanex begins the new century with a strong 
base, a powerful presence in Newfoundland 
and a meaningful platform for growth. The 
Newfoundland economy continues to show 
very encouraging signs of growth driven by 
increased activity within the offshore sector. 
Consumer spending and confidence continue to 
improve as a result of rising employment 
and higher personal incomes. Retail sales and 
residential construction are expected to grow as 
a direct result of these improvements. 


From a marketing perspective, Oceanex has 
developed a list of target accounts for the 
upcoming year. We have identified forty-five key 
target accounts representing a potential volume 
of more than 7,000 TEU’. From an operating 
viewpoint we look forward to enjoying an 
undisrupted year as our fleet is in excellent 
condition and we have not scheduled any vessel 
dry-dockings. Also, in response to the dictates of 
the market place, we have recently ordered 80 
new forty-eight-foot containers that will enable 
us to compete with other domestic freight carriers 
that are continually introducing larger units. 


Furthermore, other elements such as the company’s 
connection to an electronic network as well as the 
need to identify and implement cost savings 
initiatives will help us generate the best returns for 
our unitholders in the current year and beyond. 


We have been able to succeed in our environment 
because of our proven ability to manage and 
adapt to change, and to execute our business 
strategies. These strategies centre on our 
determination to ensure customers are our 
number one priority. The ability to provide 
superior service to our customers in all 
segments of our business has long been one of 
our most important competitive advantages. We 
go to great lengths to ensure we meet the needs of 
all our customers — individuals, small and medium 
sized businesses as well as large corporations. 


At Oceanex, an important part of our culture 
is putting people first: our customers, our 
employees, the communities we serve and 
ultimately, our unitholders. Oceanex supports 
its employees by helping them to acquire the 
knowledge and skills they need to succeed - 
both through in-house training and external 
programs. In todays world, where the nature of 
work keeps changing, a commitment to lifelong 
earning is critical. We encourage our employees 
to continually seek ways to use what they have 
learned — achieving both Oceanex’s business 
objectives and their own personal goals. 


I would like to thank my predecessor Gilles 
Champagne for his many years of service and 
leadership. We will continue to build on the 
strong foundation that his vision has provided. 
Furthermore, we are pleased that he has decided 
to remain as Chairman of the Board as we will 
continue to benefit from his wealth of experience. 


When I was appointed CEO | announced a new 
senior executive team, one that combines 
Oceanexs historic strengths with the commitment 
to continue to build North America’s 
Newfoundland connection. We have a unified 
management team, one that is aligned with the 
interests of our unitholders and committed 
to providing customers with superior service, 
consistent with the demands of the new economy, 


I welcome this opportunity to express our most 
sincere appreciation to all of our employees for 
their dedication and excellent performance 
throughout 1999. | am very proud of our 
collective achievement. 


In conclusion, | feel a strong sense of urgency 
and excitement about our plans and future 
possibilities and look forward to reporting on 
our progress throughout the year. 


Peter Henrico 
President & CEO 
February 4, 2000 
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Management’s Discussion 
and Analysis 


Oceanex continues 
to respect its commitment 
to unitholders. 


General 

Oceanex Income Fund (the “Fund”) is a limited 
purpose trust. Its income is derived from the 
ownership of promissory notes and shares of 
Oceanex (1997) Inc. (“Oceanex”), a wholly 
owned subsidiary of the Fund. Cash distributions 
to unitholders are based on the operating results 
of Oceanex being sufficient to pay interest on the 
promissory notes, and dividends on the shares, 
and make returns of capital with respect to the 
shares. The operating results of Oceanex are 
based on the volume of traffic handled by its 
vessels. By providing low-cost and efficient door- 
to-door cargo transportation to Newfoundland, 
Oceanex is in an excellent position to sustain 
growth and stability, at a time when the 
Newfoundland economy is being refocused on 
the oil industry, the mining sector and the 
processing of previously unutilized fish species. 


Consolidated Operating Results 
Consolidated revenue climbed by 4.1% in 
1999 to reach $81,948,000 compared to 
$78,742,000 a year ago. Operating, selling and 
administrative expenses totalled $69,413,000, 
representing 85% of revenue (84% in 1998). 
This slight increase results from non-forecasted 
expenses of approximately $800,000 for the 
chartering of a vessel to maintain scheduled 
sailings due to the breakdown of one vessel, as 
well as other related costs. 


The consolidated net income for the year ended 
December 31, 1999 was $8,573,000 ($0.98 per 
trust unit), up 4.3% from last year’s level of 
$8,222,000, restated to reflect the implementation 
of the new liability method of tax allocation as 
required by The Canadian Institute of Chartered 
Accountants. As a result of this implementation, 
the 1998 goodwill amortization has been 


increased by $229,000 and a future income tax 
provision of $145,000 has been recorded for a 
total net income reduction of $374,000 in 1998. 


The Fund made distributions to unitholders of 
$112.44 ($110.93 in 1998) per 100 trust units, 
consistent with forecasts. 1999 distributions are 
consistent with those of 1998 on a pro-rata 
basis, as 1998 consisted of a 360-day period. 


Oceanex handled 53,345 TEUs to Newfoundland, 
up 2.5% from last year’s 52,051 TEU’. Backhaul 
volumes from Newfoundland increased to 
10,087 TEU’S from 9,080 TEUs, an increase of 
11.1%. Automobile shipments to Newfoundland 
also increased substantially from 16,646 in 
1998 to 19,232 in 1999, an increase of 15.5%. 


Consolidated Balance Sheet 

As previously mentioned, in 1999 the Fund 
changed its method of accounting for income 
taxes to the liability method of tax allocation, as 
required by The Canadian Institute of Chartered 
Accountants’ Section 3465, Accounting for 
Income Taxes. The application of this new 
standard was given retroactive application and 
the prior-year financial statements have been 
restated. The effect of this change on the balance 
sheet was to set up a future income tax liability 
of $10,722,000 upon acquisition of the assets 
and liabilities of the intermodal transportation 
business by the Fund in 1998, and to increase 
the goodwill recognized on the acquisition by 
the same amount. 


Liquidity and Capital Resources 

Cash flows from operations excluding investment 
income from the ship replacement fund were 
$12,183,000 ($12,215,000 in 1998). After 
funding for $2,312,000 of net sustaining capital 


expenditures, the balance of net sustaining 
capital expenditures having been funded by the 
ship replacement fund, cash distributions of 
$9,810,000 ($112.44 per 100 trust units) were 
made. These distributions are consistent on a 
pro-rata basis with distributions of $9,679,000 
made in 1998 ($110.93 per 100 trust units). In 
accordance with the Fund’ distribution policy, 
these distributions were made alter retaining 
working capital and sustaining capital expendi- 
tures reserves considered appropriate by the 
Board of Directors of Oceanex. 


$94.32 per 100 trust units or 83.9% of the 
distributions is taxable as income in the hands 
of the unitholders for Canadian income tax 
purposes (79.5% in 1998), while $18.12 (16.1%) 
is treated as a reduction of the adjusted cost base 
of the unitholders’ trust units (20.5% in 1998). 


Capital expenditures include sustaining and 
expansionary expenditures. Sustaining capital 
expenditures are required to maintain volume 
throughput capacity. Expansionary capital 
expenditures are to provide operating improve- 
ments with respect to either volume throughput 
or cost savings. Expansionary capital expenditures 
will be made only when, in the opinion of the 
Board of Directors of Oceanex, they would 
ultimately result in higher distributions to 
unitholders. There were no expansionary capital 
expenditures in 1999 or 1998 while the net 
sustaining capital expenditures funded by 
operations in 1999 amounted to $2,312,000 
($3,171,000 in 1998). These expenditures were 
consistent with the Fund’s five-year equipment 
replacement program which is expected to 
average $2,350,000 per year. The Fund also 
made a ship life-extension expenditure of 
$1,201,000 for steel structural reinforcement, 


Cash distributions for fiscal 1999 were as follows : 


Distribution 
Date (1999) 


February 15 
March 15 
April 15 

May 14 

June 15 

July 15 
August 13 
September 15 
October 15 
November 15 
December 15 
January 14, 2000 


Record 
Date (1999) 


February 8 
March 8 
April 8 

May 7 

June 8 

July 8 
August 6 
September 8 
October 7 
November 8 
December 8 
December 31 


shell plating, deck replacement and machine 
to the M.V. Cicero. This capital expenditure ha 
no effect on the cash flow of the company as a 
identical amount was withdrawn from the shi 
replacement fund, with consent of the trustees 
in accordance with Fund’ Declaration of Trust. 


So) i Ga“ 


The ship replacement fund was established in 
1998 with an initial amount of $11,700,000 
and increased by $7,800,000 on January 6, 
1999 with payment of the second installment by 
unitholders. The purpose of the ship replacement 
fund is to meet anticipated capital expenditures 
required to extend the useful life of the three 
vessels owned by Oceanex and to eventually 
replace them. As at December 31, 1999, the 
book value of the ship replacement fund 
was $19,823,000: its market value was 
$20,724,000, yielding a 10.2% return in 
1999 and 7.4% per annum since inception. 
Investment income from the ship replacement 
fund totalled $888,000 for the year ($636,000 
in 1998). 


= 


Payment 

per Unit 

$0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 
0.0937 


 $1.1244 


Taxable 
Portion 


$0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 
0.0786 


 $0.9432 


Return of 
Capital 


$0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 
0.0151 


 $0.1812 — 


Oceanex begins the new 


century with a strong base 
and a meaningful platform 
for growth. 


Management’s Discussion 
and Analysis 


At its discretion, Oceanex may borrow up to 
$10 million per year, which includes borrowing 
against its existing $5 million revolving operating 
line of credit, subject to an aggregate sum equal 
to the greater of (i) $20 million, or (ii) double 
the amount of its income before interest, taxes 
and amortization for the most recently ended 
fiscal year. Any borrowing over and above those 
amounts requires the unanimous approval of 
the Board of Directors of Oceanex. There were 
no borrowings during the year, other than 
nominal amounts drawn against the revolving 
operating line of credit. 


Risks and Opportunities 

Shipping volumes may be influenced by changing 
economic conditions within the industries that 
produce and consume the goods shipped by 
Oceanex customers. While cargo shipments 
generally tend to be driven by demographics, 
the volume of shipments handled by Oceanex 
may be reduced by economic downturns. 


While the loss of one or more large customers 
would have a negative impact on financial 
performance, Oceanex’ large customer base, 
with only one customer accounting for more 
than 10% of revenues, should limit risks. This 
one-customer represents 12% of revenue, 67% 
of which is generated by an automobile 
transportation contract that has been in effect 
for over 20 years. 


Transition to Year 2000 

Year 2000 issues require that modifications be 
made to ensure that computerized systems 
continue to operate through the turn of the 
century and beyond. Oceanex appointed a team 
of senior executives to manage the conversion of 
existing systems and the implementation of the 
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compliant systems. Oceanex did not experience 
any problem that had a negative impact on its 
readiness at the century changeover. All of its 
critical systems made the transition as expected. 
Oceanexs computerized systems, customers 
and suppliers are still being monitored to avoid 
unforeseen problems and backup contingency 
plans have been established and tested. The cost 
of the transition project was within our estimate 
of $200,000. 


Outlook 

The strength and stability of Oceanex will 
enable the company to prosper as we move into 
the first year of the new millennium. The 
Atlantic Provinces Economic Council indicates 
that the strong performance of the economy in 
1999 will continue into the year 2000. The oil 
and gas sectors will contribute significantly to 
the overall strength of the Newfoundland and 
Labrador economy. Rising oil prices encourage 
further exploration and development of this 
very key segment of the economy. Consumer 
confidence will continue to gain strength, 
evidenced by strong consumer demand for 
goods and services throughout 1999. Oceanex 
remains well positioned to benefit from the 
encouraging economic indicators. Additionally, 
Oceanex continues to maintain its very key 
position as the lead intermodal transportation 
company servicing Newfoundland and Labrador. 


We are confident that 2000 results should 
exceed those achieved in our first two years as a 
public entity. 


“CONSOLIDATED FINANCIAL STATEMENTS 


Auditors’ Report 


: To the Unitholders of 
- Oceanex Income Fund 


We have audited the consolidated balance sheets of Oceanex Income Fund as at December 31, 1999 
and 1998 and the consolidated statements of income, unitholders’ equity and cash flows for the periods 
then ended. These financial statements are the responsibility of the Funds management. Our 


responsibility is to express an opinion on these financial statements based on our audits, 


We conducted our audits in accordance with auditing standards generally accepted in Canada. Those 

_ standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
Statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 


oo 


_ the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. _ 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Fund as at December 31, 1999 and 1998 and the results of its operations and 
its cash flows for the periods then ended in accordance with accounting principles generally accepted 


im Canada. 


Montreal, Canada — : 


February 4, 2000 Chartered Accountants 


Consolidated Balance Sheets 
As at December 31 
[in thousands of dollars] 


ASSETS 


Current assets 

Cash 

Accounts receivable 

Prepaids and supplies 
Installment receivable [note 7] 


Total current assets 
Capital assets [note 4] 


Ship replacement fund, at cost 
[market value 1999: $20,724; 1998: $12,117] 


Goodwill 
[net of accumulated amortization of $990 in 1999; $495 in 1998] 


LIABILITIES AND UNITHOLDERS’ EQUITY 


Current liabilities 

Bank indebtedness [note 5] 

Accounts payable and accrued liabilities 
Distributions payable to unitholders 
Balance of purchase price [notes 3 and 7] 
Total current liabilities 


Future tax liability [notes 2 and 6] 


Unitholders’ equity [note 7] 


See accompanying notes 


On behalf of the Trustees: 


SC 


Hon. David R. Peterson 
Trustee 


1998 
$ 


[restated — see note 2] 


1,301 
9,510 
1192” 
34,900 
46,903 


47,798 
12,336 


20,273 


127,310 


Ose 
817 
27,100 
37,238 
10,867 
79,205 


127,310 


M0 


R. Owen Mitchell 
Trustee 


Consolidated Statements of Income 
For the year ended December 31, 1999 and the 360-day period ended December 31, 1998 
[in thousands of dollars, except per unit amounts] 


. Revenue 


Expenses 
Operating, selling and administrative 


Income before amortization, investment income from 
ship replacement fund and income taxes 


__ Amortization of capital assets 


_ Amortization of goodwill 
income before investment income from ship replacement fund 
and income taxes © 


Investment income from ship replacement fund 


Income before income taxes 
___ Income taxes [note 6] 


Net income 


Earnings per trust unit 


-_ Consolidated Statements of Unitholders’ Equity 
For the year ended December 31, 1999 and the 360-day period ended December 31, 1998 


[in thousands of dollars] 


_Unitholders’ equity, beginning of period 
_ Proceeds on issuance of trust units 


D y Trust units offering costs 


Net income 
Distributions to unitholders [note 8] 


__Unitholders’ equity, end of period 


See accompanying notes 


1998 
$ 


[restated — see note 2] 


78,742 


66,114 


12,628 
4,267 
495 


7,866 
636 


8,502 
280 


8,222 


0.94 


1998 
$ 


[restated — see note 2] 
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Consolidated Statements of Cash Flows 


For the year ended December 31, 1999 and the 360-day period ended December 31, 1998 


[in thousands of dollars] 


OPERATING ACTIVITIES 


Net income 

Items not requiring an outlay of funds: 
Amortization 
Future income taxes 
Gain on disposal of capital assets 


Cash flows from operations 


Investment income from ship replacement fund 
Change in non-cash working capital items related to operating activities 


Cash flows related to operating activities 


FINANCING ACTIVITIES 


Proceeds from issuance of trust units 
Trust units offering costs 
Distributions to unitholders 


Cash flows related to financing activities 


INVESTING ACTIVITIES 


Purchase of intermodal transportation business 
Contribution to ship replacement fund 
Withdrawal from ship replacement fund 
Purchase of capital assets [note 4] 

Proceeds on disposal of capital assets 


Cash flows related to investing activities 


Net change in cash during the period 
Cash, beginning of period 


(Bank indebtedness) cash, end of period 


Supplementary information 
Income taxes paid 
Interest paid 


See accompanying notes 


1998 
$ 


[restated — see note 2] 


8,222 
4,762 
145 
(278) 
12,851 


(636) 
1,936 


14,151 


52,350 
(6,588) 
(9,679) 


36,083 


(34,062) 
(11,700) 


(3,449) 
278 
(48,933) 


1,301 


135 
71 


Notes to Consolidated Financial Statements 
December 31, 1999 
[All tabular figures are in thousands of dollars] 


T 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Oceanex Income Fund [the “Fund”] is a limited purpose trust established under the laws of the Province of Ontario by a Declaration 


of Trust made as of October 31, 1997 [note 7]. The Fund, through its wholly-owned subsidiary Oceanex (1997) Inc. [the ‘Company’, 
Operates an intermodal transport business in Canada. The Fund is administered by a Board of Trustees and these consolidated financial 


statements reflect the operations of the intermodal transportation business acquired in 1998. 


Use of estimates 


The preparation of the Fund's financial statements, in conformity with generally accepted accounting principles, requires management 
to make estimates that alfect the reported amounts of assets and liabilities at the date of the financial statements and the reported 
amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates. 


Principles of consolidation 


The consolidated financial statements include the accounts of the Fund and of its wholly-owned subsidiaries. 


Capital assets 


Capital assets are recorded at cost and are amortized on the straight-line method over their estimated useful lives which are as follows: 


Vessels 15 years 
Freight handling equipment 3 to 15 years 
Office equipment 3 to 10 years 
Goodwill 


On the acquisition of the intermodal transportation business in 1998 [note 3], goodwill was recognized to the extent of the excess of 
the purchase price over the lair value of the underlying identifiable net assets acquired. Goodwill is amortized on a straight-line basis 
over 40 years. Projected cash flows are used to assess if there has been a permanent impairment in the value of goodwill. 


Financial instruments 


The Fund’ primary financial instruments recognized in the balance sheet consist of accounts receivable, ship replacement fund, 


accounts payable and accrued liabilities and distributions payable to unitholders. Investments in the ship replacement fund accounted 
for at cost are assessed regularly against their respective current fair market value, and investments are written down for any permanent 
impairment in value. The carrying values of the Fund's other primary financial instruments approximate fair values due to their short- 
term nature. The ship replacement fund is fully diversified and no individual investment accounts for more than 10% ol the total value. 


Income taxes 


The Fund is a unit trust for income tax purposes and, as such, is only taxable on any taxable income not allocated to unitholders. As 
all taxable income has been allocated to unitholders, no provision for income taxes on the income of the Fund has been made. Income 


- tax obligations relating to distributions from the Fund are the obligations of the unitholders. 
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Notes to Consolidated Financial Statements 
December 31, 1999 
[All tabular figures are in thousands of dollars] 


1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES [Cont'd] 


On the other hand, the Company provides for income taxes using the liability method of tax allocation. Under this method, ina oe 
income tax assets and liabilities are determined based on deductible or taxable temporary differences between the financial statement — 
values and tax values of assets and liabilities, measured using enacted income tax Tates expected to be in effect “ the year in which a 
the differences are expected to reverse. : 


Pension plan 


The Company has a defined benefit pension plan for its employees. Pension expense or credit includes the current service cost a oF 
the amortization, on a straight-line basis, of the difference between the pension plan’ assets and the actuarially projected benefit es 
obligations attributed to services rendered, over the expected average remaining service life of the ee groups ee by the ee ee 


Actuarial valuations of the pension plan, based on management’ best estimates, are carried out periodically for accounting ee . 
using the projected benefit method prorated on services. Pension fund assets are carried at market values. Periodically, an independent 
actuary carties out the valuations and provides advice to management regarding best estimates. S 


2 CHANGE IN ACCOUNTING POLICY 


Effective in 1999, the Fund changed its method of accounting for income taxes from the deferral method to the liability method oftax 
allocation, as required by The Canadian Institute of Chartered Accountants’ Section 3465, Accounting for Income Taxes. Under this SS o 
method, the assets and liabilities acquired with the intermodal transportation business on January 6, 1998 [note 3] are recorded a 

their pre-tax value and the associated tax impact, arising from a difference between book and tax value, is recorded as future i income eS 
taxes. This change in accounting policy has been applied retroactively and the ee financial statements have been restated. . oe 


The effect of this change was to account for a future tax liability of $10,722,000 upon acquisition a the assets and abilities a be poe. 
intermodal transportation business by the Fund in 1998, and to increase the goodwill recognized on the acquisition by the same oe 
amount. The impact of the restatement of prior period figures is an increase in amortization of goodwill of $229,000, an increase in 
the tax provision of $145,000, a total reduction in net income and unitholders’ equity of $374,000, an increase in oe income tax aes 
liability of $10,867,000 and an increase in goodwill of $10,493,000. y 


3 ACQUISITION OF BUSINESS 


On January 6, 1998, the intermodal transportation business was acquired from Oceanex Hocanes Limited Pattiership for a total oe 
consideration of $61,162,000. The purchase price consisted of a cash consideration of $34,062,000 and anon-interest bearing note = 

payable of $27,100,000, allocated to capital assets [$48,616,000], working capital [$2,500,000], future tax liability a 722 00) _ ey 

goodwill [$20,768,000]. The non-interest bearing note payable was repaid in January 1999. a 


Notes to Consolidated Financial Statements 
December 31, 1999 
[All tabular figures are in thousands of dollars] 


7 UNITHOLDERS’ EQUITY 


An unlimited number of trust units may be issued susie to the Declaration a Trust. Each unit is transferable ind represents a ek 


equal undivided beneficial interest in any distributions from the Fund and in the net assets of the Fund. All units are of the same class 
with equal rights and privileges. Each unit is not subject to future calls or assessments. Each unit entitles the holder to one vote at all 
meetings of unitholders. o a megs 


Units are redeemable at any time at the unitholder’s option at 95% of the market price at the time subject to an aggregate maximum 


of $40,000 in cash redemptions in any particular month. Redemption in excess of this amount will be satisfied by distributing a pro : 
rata share [approximately $6.99 principal amount per unit] of the $61 million 13% Series A unsecured subordinated oe noes 


of the Company, which are presently owned by the Fund and are maturing in 2012. 


In January 1998, the Fund issued 8,725,000 trust units at a price of $10 per unit for gross proceeds of $87, 250, 000, og in oo 


installments. An initial installment of $52,350,000 was received in January 1998, and a second installment of $34, 900, 000 was a : 
received in January 1999. The proceeds from the initial installment were used to pay offering costs [$6,588,000], to invest inthe ship 


replacement fund [$11,700,000] and to pay the first installment of the purchase price to the vendor [$34,062,000]. The proceeds from _ 
the second installment issuance were used to invest in the ship replacement fund [$7,800,000] and to pay the balance of the a : 
price to the vendor [$27,100,000]. | - oe a 


8 DISTRIBUTIONS TO UNITHOLDERS 


The Fund’ policy is to make distributions to unitholders equal to cash flows from operations, less investment income from ship = 


replacement fund and such reserves for working oe and capital expenditures as may be considered appropriate by the directors obs 
the Company. 


The Fund made cash distributions of $9,810,000 in 1999 and $9,679,000 in 1998 [$1.1244 per unit in 1999, and $1.1093 in 1998). 


83.9% of the amount distributed in 1999 [79.5% in 1998] is taxable as income in the hands of the unitholders for Canadian income Q 


tax purposes, while the remaining portion of 16.1% [20.5% in 1998] is treated as a reduction of the adjusted cost base of the unitholders 
trust units (return of capital). . . 


9 PENSION PLAN 


The Company provides a defined benefit pension plan for its employees. Funding is provided by the Company and the members of — 
the plan. Based on the latest actuarial valuation performed as at January 1, 1998, the present value of accrued pension benefits as at 
December 31, 1999 amounts to approximately $6,034,000 [$5,377,000 in 1998] and the estimated market value of the oe plan 
assets is $7,350,000 as at December 31, 1999 [$6,800,000 in 1998]. 
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Corporate Information 


From left to right: John M. Majchrowicz, Stephen W. Snow, 
Peter Henrico, Pierre Couvrette 


Oceanex (1997) Inc. 
Senior Officers 


Peter Henrico 
President & Chief Executive Officer 


Pierre Couvrette 
Vice-President, Finance & Administration 
and Secretary 


John M. Majchrowicz 
Vice-President, Operations 


Stephen W. Snow 
Vice-President, Market Development & Sales 


Oceanex (1997) Inc. Directors 


Gilles Champagne® 
St. Laurent, Quebec 
Chairman of the Board 
Oceanex (1997) Inc. 


Peter Henrico 
Beaconsfield, Quebec 
President & CEO 
Oceanex (1997) Inc. 


A. Robert Inkpen®® 
Dartmouth, Nova Scotia 
Vice-President, Finance & Secretary 
Newfoundland Capital Corporation 


Philip E. Johnston? 
Westmount, Quebec 

Senior Consultant 

Lombard Odier Trust Company 


Robert C. H. Patten® 
St. John’s, Newfoundland 
Executive Vice-President 

A. Harvey & Company 


John J. Peacock? 
Nun’‘s Island, Verdun, Quebec 
Executive Vice-President 
Fednav Limited 


David A. Tarr® 
Montreal, Quebec 
President 

CSL Equity Investments Ltd. 


John T. Walsh 
Chamberlains, Newfoundland 
Corporate Director 


Notes: 
(1) Member of the Audit Committee 


(2) Member of the Compensation and Pension 


Committee 


(3) Member of the Corporate Governance 


Committee 


(4) Independent Director of Oceanex appointed 


by the Fund 
(5) Nominee of the Manager 


Address 


Oceanex Income Fund 


630 René-Lévesque Blvd. West, suite 2550 


Montreal, Quebec, H3B 1586 
Telephone: (514) 875-9244 
Fax: (514) 877-0226 


Oceanex Income Fund Trustees 


Hon. John C. Crosbie, p.c.,, 0.c, a. ¢. 
St. John’s, Newfoundland 

Counsel 

Patterson Palmer Hunt & Murphy 


Hon. David R. Peterson, P.c., a. c. 
Toronto, Ontario 

Chairman 

Cassels Brock & Blackwell LLP 


R. Owen Mitchell 
Toronto, Ontario 
Managing Director 
National Bank Financial 


Unitholder & Investment Contact 
Pierre Couvrette 


Vice-President, Finance & Administration 
and Secretary 


Transfer Agent and Registrar 


Montreal Trust Company of Canada 
Montreal, Quebec 


Auditors 


Ernst & Young tp 
Montreal, Quebec 


Stock Exchange Listing 


Toronto Stock Exchange 
Symbol : OAX.UN 
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